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Abstract:	 This	study	examines	the	empirical	relationship	between	financial	development	and	mer-
chandise trade in Nigeria using annual data from 1981 to 2014. The empirical analysis is 
also carried out on the disaggregated components of the trade, that is, merchandise export 
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Introduction
In	 the	early	day	of	economic	activities,	 transactions	were	done	 in	crude	manners;	




































America	8%,	 and	Asia	11%.	Baldwin	 (2009)	 summarises	 the	 effect	 of	 2007-2009	





During	 the	 same	period,	 loans	 advances	 to	 exports	 fell	 by	39.0%	while	 the	 stock	
market	indicators	such	as	market	capitalisation	and	all	share	index	fell	by	26.5%	and	
33.8%	respectively	(CBN	statistical	bulletin,	2014).




































both	Augmented	Dickey	Fuller	 and	Phillip-Perron	unit	 root	 tests.	This	 is	done	 to	
avoid	spurious	regression	in	our	analysis.	Thereafter,	we	also	used	Johansen	Cointe-
gration	 technique	 to	determine	whether	our	variables	of	 interest	 are	 cointegrated,	
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Table	 1	 provides	 the	 needed	 information	 on	 the	 economic	 variable	 of	 interest	
from	1960	to	2014.	For	a	clearly	information,	the	sample	size	was	averaged	over	the	






























The	observed	decline	 is	 as	 a	 result	 of	global	decline	 in	 the	demand	 for	 crude	oil	
which	constitutes	more	than	75%	of	our	export	composition	then.	As	the	global	oil	









oil	 revenue	was	 rising	 1970-1979	 and	 1990-2000.	 It	was	 found	 to	 decline	 during	
the	period	oil	 revenue	was	declining	as	well	1980-1984.	Depreciation	of	exchange	








SAP.	Trade	flows	 increased	 after	SAP.	This	 can	be	 attributed	 to	 the	 commitment	






to private sector 
(% of GDP)
Money and quasi 
money (M2) as 
% of GDP
Exports of goods 
and services  
(% of GDP)
Imports of goods 




1960-1964 	 5.15 	 9.75 	 8.94 15.15 24.08
1965-1969 	 7.25 12.57 10.74 15.84 26.58
1970-1974 	 5.44 11.26 14.26 13.31 27.57
1975-1979 	 9.01 20.84 21.16 22.42 43.58
1980-1984 15.79 31.01 19.93 17.12 37.05
1985-1989 14.42 26.75 24.90 12.50 37.39
1990-1994 11.78 24.74 34.54 21.33 55.87
1995-1999 11.25 16.73 34.67 28.60 63.27
2000-2004 13.78 21.78 40.62 27.43 68.05
2005-2009 24.76 29.17 35.83 25.49 61.32
2010-2014 13.38 20.90 24.43 15.78 40.21
Source:	Computed	by	Authors	from	the	World	Development	Indicator	Database,	(2015)
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Literature Review
This	section	reviews	briefly	the	empirical	studies	on	the	relationship	between	finan-




































national	 trade	 do	 have	 bidirectional	 relationship;	Keindrebeogo	 (2012)	 found	 that	
bidirectional	relationship	exists	between	the	level	of	financial	development	and	inter-
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national	trade.	He,	however,	noted	that	there	is	a	little	effect	of	financial	development	
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Data, Methodology and Discussion of Empirical Results
Data 
The	study	made	use	of	annual	data	covering	the	period	from	1981	to	2014.	The	data	
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The	long-run	specification	of	the	merchandise	import	model	is	presented	as:
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The	short	run	dynamics	model	specification	for	the	total	merchandise	trade	is:





t= + + +-
==




































exhibits	different	correlation	with	 imports,	 exports	and	overall	 trade	based	on	 the	
model	 specifications.	For	 instance,	while	 industrial	 production	 index	 is	negatively	
and	significantly	correlated	with	exports,	it	is,	however,	positively	and	significantly	
associated	with	 total	 trade.	Also,	 real	GDP,	 investment,	 government	 consumption	
expenditure	as	well	as	external	reserves	are	all	positively	and	significantly	correlated	




import	 and	merchandise	 export,	while	 exhibiting	positive	 insignificant	 correlation	
with	overall	merchandise	trade.	
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Table	3:	Correlation	Matrix	of	the	Variables
MERCHANDISE IMPORT MODEL
Variable LIMP LCBFS LREXR LGDPR LINVES LGCE LEXRES
LIMP 1.000
LCBFS 0.713*** 1.000
LREXR -0.02 0.153 1.000
LGDPR 0.901*** 0.638*** -0.286 1.000
LINVES 0.867*** 0.749*** 0.134 0.684*** 1.000
LGCE 0.883*** 0.696*** -0.246 0.963*** 0.678*** 1.000
LEXRES 0.647*** 0.436** -0.477*** 0.846*** 0.397* 0.828*** 1.000
MERCHADISE EXPORT MODEL
LMEXP LCBFS LREXR LINDU LFDI RGDPRW
LMEXP 1.000
LCBFS 0.614*** 1.000
LREXR -0.225 0.152 1.000
LINDU -0.372** -0.719*** -0.305* 1.000
LFDI -0.087 -0.337* -0.524*** 0.537*** 1.000
RGDPRW 0.817*** 0.349** -0.539*** -0.190 0.266 1.000
MERCHANDISE TRADE MODEL
LMTT LCBFS LREXR LGDPR LINDU LFDI
LMTT 1.0000
LCBFS -0.551*** 1.000
LREXR 0.029 0.152 1.0000
LGDPR -0.599*** 0.652*** -0.264 1.000
LINDU 0.724*** -0.719*** -0.305* -0.454*** 1.000
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Table	4:	Unit	Root	Test	Results
 Augmented Dickey-Fuller (Constant) Phillip-Perron (Constant)  
Variable Level First Difference Level First Difference Decision
LMTT -1.393 -6.403*** -1.323 -6.718*** I(1)
LMEXP -0.202 -4.972*** 	0.010 -6.255*** I(1)
LMIMP -0.119 -5.486*** -0.459 -5.506*** I(1)
LCBFS -1.262 -4.530*** -1.449 -4.427*** I(1)
LRGDP 1.761 -4.248*** 	1.761 -4.233*** I(1)
LRGDPRW -1.584 -4.751*** -2.029 -4.776*** I(1)
LINDU -0.714 -5.638*** -1.687 -6.345*** I(1)
LREXR -2.024 -4.252*** -2.207 -4.159*** I(1)
LEXRES -1.382 -6.896*** -1.382 -6.924*** I(1)
LINVES -1.546 -4.434*** -1.956 -4.457*** I(1)
LFDI 		-2.751* -9.657*** -2.592 -9.808*** I(1)





cointegrated	 or	 not,	 that	 is,	 whether	 they	 have	 a	 long-run	 relationship.	 Since	 the	




cointegrating	 equations,	while	 the	maximum	Eigen	 value	 test	 reports	 one	 cointe-
grating	equation.	Similarly,	trace	test	records	two	cointegrating	equation	while	the	
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Table	5:	Johansen	Cointegration	Test	Results
Trace Test   k = 2 Maximum Eigenvalues Test   k =2
Ho HA (λ trace)
Critical 




r	≤	0 r	>	0 150.460* 95.754 r	≤	0 r	>	0 74.219* 40.078
r	≤	1 r > 1 76.241* 69.819 r	≤	1 r > 1 30.514 33.877
r	≤	2 r > 2 45.728 47.856 r	≤	2 r > 2 19.564 27.584
r	≤	3 r	>	3 26.164 29.797 r	≤	3 r	>	3 15.063 21.132
r	≤	4 r > 4 11.101 15.495 r	≤	4 r > 4 10.891 14.265
r	≤	5 r	>	5 	0.210 3.841 r	≤	5 r	>	5 0.210 3.841
MERCHANDISE EXPORT MODEL
r	≤	0 r	>	0 154.765* 95.754 r	≤	0 r	>	0 76.093* 40.078
r	≤	1 r > 1 78.671* 69.819 r	≤	1 r > 1 33.070 33.877
r	≤	2 r > 2 45.601 47.856 r	≤	2 r > 2 26.982 27.584
r	≤	3 r	>	3 18.619 29.797 r	≤	3 r	>	3 12.628 21.132
r	≤	4 r > 4 	5.990 15.495 r	≤	4 r > 4 5.837 14.265
r	≤	5 r	>	5 0.153 	3.841 r	≤	5 r	>	5 0.153 3.841
MERCHANDISE IMPORT MODEL
r	≤	0 r	>	0 209.84* 125.615 r	≤	0 r	>	0 69.21* 46.231
r	≤	1 r > 1 140.63* 95.754 r	≤	1 r > 1 54.20* 40.078
r	≤	2 r > 2 86.42* 69.819 r	≤	2 r > 2 35.48* 33.877
r	≤	3 r	>	3 50.95* 47.856 r	≤	3 r	>	3 26.31 27.584
r	≤	4 r > 4 24.63 29.797 r	≤	4 r > 4 17.26 21.132
r	≤	5 r	>	5 7.38 15.495 r	≤	5 r	>	5 7.10 14.265





















port.	Other	variables	 included	 in	 the	models	exhibit	diverse	effects	on	 the	overall	
merchandise	trade,	export	and	import.	For	instance,	real	exchange	rate,	FDI	and	in-
dustrial	production	index	have	positive	and	significant	effect	on	merchandise	trade;	
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Table	6:	Long	run	Model	Results
Variable LMTT MODEL MEXP MODEL MIMP MODEL
Constant 7.543** -30.831*** -33.193***
LCBFS 0.138 0.937*** -0.190








R2 0.731	(73.10%) 0.845	(84.54%) 0.943	(94.31%)
Adjusted	R2 0.683	(68.30%) 0.817	(1.78%) 0.930	(93.00%)





















lags	of	government	consumption	expenditure,	 real	GDP	(1st	 period	 lag)	and	exter-
nal	reserves	exert	negative	and	significant	effect	on	merchandise	import.	However,	




Variable LMT MODEL MEXP MODEL MIMP MODEL

























ECT(-1) -0.915*** -0.574*** -0.624***
R2 0.618	(61.88%) 0.668	(66.88%) 0.895	(89.56%)
Adjusted	R2 0.455	(45.54%) 0.503	(50.33%) 0.831	(83.18%)
F-statistic 3.787	(0.005) 4.039	(0.003) 14.038	(0.000)
Durbin-Watson 1.89 2.03 2.17
Source:	Authors’	computation	using	EViews	software
Note:	***,	**	and	*	represent	1%,	5%	and	10%	level	of	significance	respectively.
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Diagnostic	Test
The	validity	of	the	results	presented	above	in	different	sections	under	different	model	
specifications	depends	on	 the	 satisfaction	of	 the	assumptions	of	classical	ordinary	
least	squares	such	as	linearity,	normality,	homoscedasticity	and	no	serial	correlation	
assumptions	 to	mention	but	a	 few.	 In	other	 to	validate	 these	 results,	 the	 following	
diagnostic	tests	were	carried	out,	namely:	normality	test,	serial	correlation	test,	het-
eroscedasticity	test	as	well	as	linearity	test.	Each	test	has	its	null	hypothesis	against	
which	 the	alternative	hypothesis	 is	 tested.	For	 instance;	 the	null	hypothesis	under	
normality	test	is	that	the	model	is	normally	distributed	with	zero	mean	and	constant.	
The	null	hypotheses	under	 serial	correlation,	heteroscedasticity	and	 linearity	 tests	
are	that	no	serial	correlation,	no	heteroscedasticity	and	linearity	in	parameter	respec-
tively.	The	results	of	these	tests	are	presented	in	table	8.	The	results	show	that	all	the	




Test LMTT MODEL MEXP MODEL MIMP MODEL
Jacque-Bera 0.627	(0.730) 4.407	(0.110) 0.837	(0.658)
Serial	Correlation	LM	Test	 0.014	(0.986) 0.325	(0.726) 0.152	(0.860)
ARCH	Heteroskedasticity	Test 2.111	(0.157) 0.361	(0.700) 0.979	(0.331)
Linearity	Test 1.827	(0.178) 2.752	(0.056) 2.116	(0.164)
Source:	Authors’	computation	using	EViews	software
Note:	probability	values	that	signify	the	level	of	significance	are	put	in	parentheses	









dations	 are	 proposed:First,	 the	government	must	 provide	 enabling	 environment	 to	
financial	sector	to	thrive	through	sound	macroeconomic	policies	that	will	encourage	
healthy	competition	among	the	major	players	in	the	sector.	This	will	encourage	di-
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versification	of	the	economy	through	improved	local	production.Besides,	since	it	is	
found	in	this	study	that	financial	development	is	indispensable	to	merchandise	trade,	
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